UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

Before Commissonars: Curt Hébert, ., Chairman;
William L. Massey, Linda Bresathitt,
Pat Wood, 111 and NoraMead Browndll.

GridSouth Transoo, LLC Docket Nos. RT01-74-002 and
CadlinaPower & Light Company RT01-74-003
Duke Energy Corporation

South Cardlina Electric & Gas Company

ORDER ON COMPLIANCE FILING AND STATUS REPORT
(Issued duly 12, 2001)

On May 14, 2001, in Docket No. RT01-74-002, Carolina Power & Light Company (CP&L),
Duke Energy Corporation (Duke) and South Cardlina Electric & Gas Company (SCE& G) (referred to
collectivey as"Applicants’) submitted afiling to comply with the Commisson's March 14, 2001 order
(March 14 order),! which granted provisond Regiond Tranamission Organization (RTO) atusto
GridSouth Transoo, LLC (GridSouth). In addition, the filing contains GridSouth's Generator
I nterconnection Procedures, Congestion Management Procedures, a Rdiability Operating Agreement
between GridSouth and each Applicant and a gatus report on the Applicants effortsto expand the
soope of GridSouth. On June 11, 2001, in Docket No. RT01-74-003, the Applicants submitted a
revised pro fama tariff sheet in compliance with the order on rehearing.?

The Commission finds thet, with the modifications directed in this order, the Compliance Hling,
aswell asthe Generator Interconnection and Congestion Management Procedures, are acoepteble.
Further, we accept thefiling in Docket No. RT01-74-003. However, as discussed in the order, we
reject the Rediahility Operaing Agreements as premature because the GridSouth Board has not yet
been inddled and, therefore, the agresments do not reflect the independence from market participants
needed for compliance with Order No. 2000. Further, as discussed in the order, because of our
concerns regarding the current independence of GridSouth, we direct the independent GridSouth
Board, and not Applicants, to submit arevised compliance filing within 90 days

ICardlina Power & Light Company, et dl., 94 FERC 161,273, on reheating, 95 FERC
161,282 (2001).

295 FERC 161,282, at 61,992.
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The Commisson has been atempting to fadlitate the development of large, regiond
transmisson organizations reflecting naturd markets snce we issued Order No. 2000. We favor the
deveopment of one RTO for the Northeest, one RTO for the Midwest, one RTO for the Southeest
and one RTO for the West. Through their indgpendence from market participants, RTOs can ensure
truly non-discriminatory transmission service and will indill confidence in the market that will support the
billions of dollars of capitd investment in generaion and demand Sde projects necessary to support a
robud, rigble and competitive dectricity marketplace. RTOs are the platform upon which our
expectations of the subgtantia generation cogt savings to American customers are based.

While therewill be"dart up' cogsin forming alarger RTO, over the longer term, large RTOs
will foster market deve opment, will provide increased rdighility, and will resuit in lower wholesde
dectriaty prices However, these savings will be ddlayed, perhaps sgnificantly, if RTOs are permitted
to develop incompatible structures and systems, or if we gpprove RTOs that do not encompass
wholesale market trading patterns. - Accordingly, we today direct the partiesin the Northeest and
Southeast to mediation, under an expedited schedule.

l. Background

On October 16, 2000, Applicants submitted a compliance filing to comply with Order No.
2000. They requested the Commission's gpprova for the formation of an independent, for-profit
transmisson company or "transco.” Applicants submitted a GridSouth Open Access Transmisson
Taiff (Taiff or OATT), pursuant to which GridSouth will provide open access trangmisson and
andllary savices The compliancefiling induded a GridSouth Transmisson Operating Agreament
(Operating Agreament), pursuant to which Applicantswill transfer functiond contral of ther
tranamisson fadlitiesto GridSouth. Applicants aso tendered a Limited Liability Company Agreement
of GridSouth Transco, LLC (LLC Agreament) thet will establish GridSouth as alimited lighility
company under Ddaware law, and indudes the governance provisons for the proposed RTO.

TheMarch 14 order provisondly accepted Applicants compliance filing and found thet thar
proposd, as modified by the order, would creste avigble, dand-done transmisson businessthet
complieswith Order No. 2000. The March 14 order required Applicantsto revise various provisons
of the OATT and other corporate documents and to submit arevised compliancefiling by May 14,
2001. TheMarch 14 order found that the GridSouth proposd, "while not ided with repect to scope
and configuration, represents agood first gep toward the creation of an RTO in the Southeedt region
and can sarve as aplaform for the formation of alarger RTO in the Southesst.® The March 14 order
a0 directed Applicants to meet with representatives of Santee Cooper to atempt to reach agreement
on the latter's participation in the GridSouth RTO. Further, the order required Applicants to submit, by

3March 14 order, 94 FERC at 61,993.
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May 14, 2001, agatus report regarding (1) efforts to expand the scope and configuration of the RTO
and (2) interregiond coordination discussons with neighboring tranamisson erntities

. Ovaview of the Applicants Frst Supplementd Fling

On May 14, 2001, Applicants submitted a"FHrgt Supplementd Fling” to comply with the
March 14 order. Thefiling indudes the required Satus report and revisonsto the OATT, Operding
Agreament and LLC Agresment to address spedific issues identified in the March 14 order. Thefiling
aso indudes, pursuant to section 205 of the Federd Power Act (FPA), proposed changesto the
Operating Agreement, LLC Agreement and Mager Definition Ligt that were not reguired by the March
14 order. Thefiling does not include proposed rates or changesto rate terms, and Applicants Sate thet
arate proposa will befiled separaidly no later than 60 days prior to the date GridSouth commences

operdtion (the "Independence Date").

In addition, the filing contains GridSouth's congestion management procedures and charges
(atachment K of the GridSouth OATT). Thisconggsof aninitid plan that will be implemented on the
firgt day of GridSouth's operations, and a process for developing along-term, market-basad congestion
management plan. Applicants filing indudes Generator Interconnection Procedures thet st forth the
terms and procedures pursuant to which GridSouth will evauete requests for the interconnection of new
generation (or increasesin capacity of exiging generaiors) to the tranamisson fadilities controlled by
GridSouth (attachment L of the GridSouth OATT). Applicants o submitted a Rdiahility Operating
Agreement between GridSouth and eech of the three Applicants, which provides for the coordination
of operations between GridSouth and Applicants interconnected generation fedilities

. Natice of Filing and Interventions, Comments and Protests

Noatice of the Supplementa Filing, Docket No. RT01-74-002, was published in the Federd
Regider, 66 Fed. Reg 28,455 (2001), with comments, protests, and interventions due on or before
Jdune 15, 2001, and by subsequent notice extended to June 18, 2001. The intervenors and commentors
areliged in Appendix A. A separate natice of filing was issued for the Status Report contained within
the Supplementd Fling, with comments, protests, and interventions due on or before June 1, 2001.
Theintervenors and commentors are listed in Appendix B. Noatice of the Applicants June 11, 2001
filing, Docket No. RT01-74-003 was published in the Federd Regider, 66 Fed. Reg 33,064 (2001),
with comments, protests, and interventions due on or before June 22, 2001. Theintervenorsand
commentors are liged in Appendix C.
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On duly 3, 2001, Applicants filed aresponse to the comments and protests. On duly 5, 2001,

ElectriCities, Fiedmont and Cities of Orangeburg and Seneca, SC filed jointly a supplementd to ther
protest.

V. Discusson

A. Procedurd Matters

Pursuant to Rule 214 of the Commisson's Rules of Practice and Procedure, 18 C.FR.
§ 385.214 (2000), the timely, unoppased mation to intervene sarves to make Alcoaa party to the
proceedingsin Docket Nos. RT01-74-002 and RT01-74-003. Other commentors and protestors had
previoudy intervened in Docket No. RT01-74-001, which serves to make them partiesto the current
proceedings.

Applicants responseis an impermissble answer to aprotest thet is prohibited by 18 CFR.
§ 385.213(a)(2) (2000). Accordingly, Applicants answer isrgected. Further, wergect the
supplementd protest filed jointly by intervenors because it does not provide any information thet will
as3g usin dedding theissuesin this procesding.

B. I ndependence

In addition to protesting spedific provisons of the compliance filing, Joint Protestors and
Cdpine complain thet the overdl nature of the proposed agreements are sAf-sarving to Applicants
After protesting various provisons of thefiling thet it believes benefit Applicants to the detriment of
other participants (discussed later in the order), Capine Sates that "sufficient evidence exigsin thefiled
documents to demondrate thet the Applicants do nat possess either the ability to consder the
perspectives of dl stakeholder groups, or theindination to do s0.™ Joint Protestors express Smilar
sentiments. They dso note that the Applicants selected a Duke officer and Dukes represantetive on
the GridSouth Management Committee as Chief Operating Officer (COO) of the RTO. They note
thet, while technicaly not barred under the LL.C Agreement from sarving asthe COO, histrander to
GridSouth cregtes a strong perception that the proposad GridSouth RTO is merdly an extenson of its
three founding members®

Basad on our review of the compliance filing, we have concerns regarding GridSouth's
independence. Asdiscussed later, we find thet the proposad Rdiability Operating Agreements
between GridSouth and each of the Applicants do nat reflect the independence from market
participants needed for compliance with Order No. 2000, given that an independent GridSouth Board

4Cdpineat 7-8.

5Joint Protestors at 49-50.
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isnotinplace. Further, while we are accepting the ather components of the Supplementd Compliance
Fling, such asthe GIPs and the Congestion Management Procedures, we have required subgtantial
modifications to provisons that would gopear to favor the particpating transmisson owners i.e,
Applicants. Although we previoudy accepted Applicants proposal on governance and independence,
we are concarned that certain proposds thet are centrd to independence, indluding the cregtion of an
independent Board and a Stakeholder Advisory Commiittee, have not yet been implemented. Asa
result, Applicants continue to meke important policy decisonsthet will bind the RTO for the future.
We are mindful that Applicants are forging ahead to meat the December 15, 2001 dart-up dete. Y,
we are concerned that the GridSouth RTO is not currently independent of Applicants

Binding decisons should be made by the independent GridSouth Board or through afull
sakeholder process to achieve consensus, not by Applicants acting unilaterdly. Aswediscussed in
GridHorida, LLC, 94 FERC 161,363 a 62,325 (2001), prior to ingalation of the independent Board,
the RTO may not gpoend funds on activities thet are Sgnificant to the future operation of the RTO and
may only expend funds on cartain non-palicy rdated matters (induded but not limited to such matters
as leases for office gpace and employee bendfit plans). The GridSouth Applicants represented thet they
would smilary limit their spending prior to the seating of the independent Board.®

Accordingly, we direct that the independent GridSouth Board be seated in atimdy manner.
Moreover, we direct the independent Board, and not Applicants, to submit arevised compliancefiling
within 90 days

Our concans about the Applicants meking Sgnificant decisons prior to theingdlation of the
Board is compounded by their selecting one of their own officers as the GridSouth COO. We agree
with the protestors that Applicants unilaterd sdection of the current COQO, a Duke officer,
compromises the independence (and & a minimum the gppearance of independence) of the RTO. We
direct that the current COO be removed and the independent Board choose the GridSouth COO.
However, the indgpendent Board is not preduded from sdecting the same Duke officer asthe
GridSouth COO.

C. Satus Report on Scope and Configuration

1. TheMay 14, 2001 Status Report

Asrequired by the March 14 order, on May 14, 2001, Applicants submitted a status report on
their discussons with other tranamisson entities in the Southeast concerning efforts to expand the scope

®See Order on rehearing, 95 FERC 161,282 a 61,997.
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of GridSouth and the progress mede in addressing inter-regiond and seamsissues’ Applicants state
that they held discussons with Santee Cooper, Southern Companies (Southern), Tennessee Vdley
Authority (TVA), the Southeastern Power Authority (SEPA), and the Georgia Transmisson Company
(GTC). According to the report, Applicants have nat a thistime reached any agreementsto indude
other transmisson owners as GridSouth members.

Applicants date that they hdd numerous megtings with Santee Cooper, initidly fadliteted by
Commission g&ff, to negatiate an agreement whereby Santee Cooper would trandfer control of
numerous tranamisson funcions to GridSouth (induding joint tariff adminidration, coordineted ATC
cdculdions, dimination of pancaked rates and joint intracregiond planning), while respecting Santee
Coopers legd limitations as a public power entity. Applicants Sate that they exchanged draft
proposals but have not been able to reach an agreament. According to Applicants, they and Santee
Cooper disagree over two key issues (1) whether Santee Cooper should bear a proportiond share of
GridSouth gart-up and operating codts, and (2) the degree to which GridSouth should have find
decisond authority over the combined sysems. Applicants ask thet the Commission &firm their
position that Santee Cooper should participate in GridSouth "on a basis comparable to the Applicants,
except to the extent that Santee Cooper faces verifigble legd obstadesto doing 0," and that Santee
Cooper should pay a proportiona share of start-up costs®

According to the report, Applicants met with representatives of Southern and focused on
whether Southern could join GridSouth as an equity member or contract for GridSouth to perform
RTO savices for the Southern tranamisson sysem.  Applicants state that Southern expressed
reservations about certain aspects of the GridSouth modd and, after severd discussions, Southern
informed Applicants that it had decided to file with the Commisson anew RTO proposd thet did not
contemplate Southern joining GridSouth. As an dternative, Southern proposed to initiate discussonsto
deveop a"virtud" RTO for the Southeadt, and Applicants Sate that they have dedined to participatein
such discussons pending further guidance from the Commisson. Applicants Sate thet they dso met
with GTC, but were subssquently informed that GTC planned to join Southern's proposd for an RTO.

According to the report, Applicants have met with TVA and "are encouraged by TVA'sinitid
positive response'® They state thet TVA plansto send a"technical team'” to obtain more details on
TVA'spotentid participation, with amanagement-level mesting to follow. The report indicates thet
Applicantsdso hdd "prdiminary, high leve discussons' with SEPA, and that SEPA hes asked

"The Status Report congists of a description of Applicants discussons with transmisson
owners (Attachment A to the May 14, 2001 Transmittal Letter) and an andysis of the discussons (May
14, 2001 Tranamittal Letter, at pp. 4-13).

8May 14, 2001, GridSouth Trangmittdl Letter, & p. 6-7 (emphasisin origind).

9d., a 12.



Docket Nos. RT01-74-002 and RT00-74-003 -7-

Applicants to provide information to assg it in evauaing whether to become amember of GridSouth
or agakeholder. Applicants plan to respond to SEPA within two months and then follow up with
additiond mestings

2. Comments and Protests

SC Consumer Advocate comments that Applicants discussons to expand GridSouth ssem to
be making little, if any, progress. It bdievesthat "sronger persuasion, if not outright mandate, by the
[Commission] may be necessary to get progress toward meking GridSouth more indusive°

NHEC, NCEMC, Centrd and CardlinaMunicipa Entities dl public power entities, echo the
same theme that the Satus report shows that Applicants efforts to secure the participation of other
transmisson owners have failed to produce any progress towards achieving the god of a Southeest-
wide RTO. They contend thet the report reveds "degp differences’ between Applicants and Santee
Cooper, and Applicants and Southern Companies, over their participation in GridSouth. These public
power entities a0 sharein the bdief that Applicants have not demondrated an ahility to successully
expand through bilateral negoatiaion, and that future expangon will not occur without Commisson
intervention. They propose various actions thet the Commisson could take to “move the bl forward'
toward the atainment of a Southeast RTO, induding: (1) withdrawing provisond goprovd of the
GridSouth RTO until acommitment from new membersis secured; (2) deferring the December 15,
2001 dart-up date until further expangon occurs, (3) directing the Chief Judge to convene an expedited
collaborative process, or (4) convening atechnica conference to explore how GridSouth could revise
its busness modd to atract additiond participants

Cdpine, datesthat it is"encouraged” by the progpect of an expanded GridSouth RTO thet
encompasses dl mgor tranamisson ownersin the Southeedt. It expresses concern aoout referencesin
the datus report to a Memorandum of Understanding (MOU) that would creste aforum to address
seamsisaues between Applicants, Southern and other regiond transmisson owners. Capine bdieves
that MOUs and seams agreaments create dday and bakanization of markets, and therefore should not
subdtitute for the credtion of asingle regiond RTO from the inception.

Santee Cooper comments thet the draft proposds prepared by it and Applicants show
common ground on a number of Santee Coopers tranamisson functions that could be turned over to
GridSouth pursuant to a seams agreement. However, it objectsto Applicants request thet the
Commisson expressits "expectation” thet Santee Cooper mug participate in GridSouth on abassthat
is"fully comparable’ to Applicants, and pay RTO operaing and Sart-up cogs on the same bess as
Applicants. Santee Cooper datesthat it iswilling to negotiate afee to compensate GridSouth
commensurate to the sarvices provided. Further, Santee Cooper inggtsthet it entered the negotiations

109C Consumer Advocate Comments & 7.
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with the underganding that, while it did not support GridSouth's business modd, it would nonetheess
atempt to negotiate an agresment to turn over certain functions to the RTO to provide seamless, one-
stop shopping for tranamisson cusomers usng the combined sysems.  Santee Cooper ddesits
underganding thet Applicants are unwilling to continue negatiations until the Commisson afirms
Applicants pogtions, and thus condudes that the negotiations gopear to have reached an impasse.
Santee Cooper dates that, while dill willing to negotiate a seams agreement that would presarveits
datus asapublic power entity, it isaso reviewing other optionsinduding discussons with Southern to
esteblish an RTOM

3. Commisson Condusion

The Commission recognizes the condderable efforts of Applicants to meet with other
transmisson ownersin theregion. We undersand thet the two-month window, from the issuance of
the March 14 order to the May 14 reporting deadline, was ardatively short period of time for
Applicantsto enter into find agreements with ather tranamisson owner's. Nor do we find fault with
Applicants where other transmisson owners have chosen to teke other gpproachesto RTO formation
rather than pursuing membership in GridSouth. However, we are disgppointed by the lack of progress
Applicants have mede in expanding the RTO's scope through the indusion of additiond membersin
GridSouth. 1t gppearsthat Applicants have, to date, been unsuccesstul in engaging in any fruitful
discussonswith other trangmisson-owning entities in the region.

Further, we agree with Capines obsarvation that the initial formation of a sngle Southesst
RTO is preferable to the formation of multiple RTOs in the same region thet coordinate through an
umbrellaorganization or ssams agreeaments'? Thereis no reason a this early stage of development to
work towards second-best solutions without having mede sufficent effortsto achievethegod of a
dngle RTO within the region.

In order to successfully encompass the naturd market for bulk power in the Southeed, it is
necessary thet the Southeedt transmisson owners combineto form asngle RTO. To fadlitate this we
areising concurrent with this order, a separate order thet directsthe partiesin this proceeding and
the partiesin the proceedingsin Docket Nos. RT01-77-000 (Southern), RT01-34-000 (Southwest
Power Poal, Inc.) and RT01-75-000 (Entergy), to participate in settlement discussonsfor 45 days

1n adune 20, 2001 status report on its efforts to develop an RTO, in Docket No. RT01-77-
000, Southern provided a copy of an executed Memorandum of Understanding between it and Santee
Cooper. The MOU provides that Santee Cooper will participate with Southern and other regiond
tranamisson ownersin the development of an RTO proposd known as" SeTrans”

12560 Southern Companies, 9 FERC 61, (2001) (issued concurrent with this order),
which emphadzesthe indfidency of esablishing two or more RTOsin the Southeedt.
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before amediator and appropriate consultants to assst and provide advice during the mediation.*® The
order directing mediation requires the mediator to file areport within 10 days after the 45-day period,
which indudes an outline of the proposd to areate asingle Southeestern RTO, milestones for
completion of intermediate Seps and a deedline for submitting the joint proposd. Weintend to review
the report and may issue a subsequent order.

We encourage the sate commissonsto paticipate in these efforts. We bdievethar
participation will further the resolution of this matter. Likewise, we encourage (but do not require)
partiesin the proceeding in Docket No. RT01-67-000 (GridHoridaLLC), aswdl as SEPA and TVA,
to paticipate in the discussons.

With regard to the issues raised by Applicants regarding their negatiations with Santee Cooper,
we are mindful of the tendon between the public power entity's need nat to overdep itslegd limitations
and Applicants respongibility to develop a fully-independent system operator consstent with Order
No. 2000. In Order No. 2000, after exploring thistenson, the Commisson Sated that it would
examine each RTO proposd asto whether it provides public power and cooperaives with flexibility to
join without jeopardizing their tax or mortgage satus™® We then noted thet "the offered solutions must
be congigtertt with the minimum functions and characteristics outlined in the Find Rule'™®

However, resolution of thisissueis best |eft to negotiations between the parties. Thisisa
Odicate matter that must be decided in the fird indance by the parties Accordingly, we expect these
issuesin GridSouth and smilarly in the Southeest region to be addressad in the settlement discussons
before the mediator rdaing to the formation of asngle RTO in the Southeadt, and to be addressed in
the mediaor'sreport.

D. Genearator |nterconnection Procedures (GIP)

1. Applicants Proposd

According to Applicants, the proposed GIPs are modded after other procedures approved by
the Commisson, and will be gpplied on anon-discriminatory bedsto dl generating fadlities, whether
owned by third parties or tranamisson owners and ther efiliates. They date that the GIPswill gpply to
requestsfor new generation and increases in cgpaaity of exiding generation, and will gpply to
generators thet will be interconnected with ether the GridSouth transmisson system or to digtribution
gydemsif tranamisson service from the generator will be provided under the GridSouth OATT.

13566 order in Docket No. RT01-100-000, issued concurrent with this order.
14See Order No. 2000, at page 31,201

Byg.
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Under the GIPS, an interconnection customer initiates the process by submitting an
Interconnection Request (IR) in the form set out in Appendix L-1 to the OATT, which requires cartain
badi ¢ informeation and a $10,000 prepayment that GridSouth will apply to the cogt of preparing the
Interconnection Impect Study (Impect Study). The customer's pogition in the queue is determined on
the date and time of the cugtomer's submisson of acomplete IR. GridSouth will pogt onits OASIS
information regarding the Satus of pending IRs

Within 15 days of itsreceipt of acompleted IR, GridSouth must provide to the cusomer and
the affected transmisson owner an Interconnection Impact Study Agreament defining the scope of the
proposad sudy, an esimeate of the sudy cogts and time for completion of the sudy. The cusomer then
has 15 days to execute the Impact Study Agreement and provide required data. Under the GIPS,
GridSouth will use due diligence to complete the Impact Study within 60 days. Applicants Sate thet
GridSouth will coordinate the study, and tranamission ownerswill be compensated for thar cods if
any, in contributing to the preparation of the Impact Study.

Under the GIPs, upon completion of the Impact Study, GridSouth will provide the customer
and the affected tranamisson owner with an Interconnection Fadilities Study Agreement, which
provides that GridSouth will conduct and coordinate an enginesring Sudy to determine the
modifications to the tranamisson sysem that are necessary to interconnect the proposed generator to
the tranamisson sysem. The agreement defines the scope of the Interconnection Fadilities Study
(Fadlities Study) and provides cogt estimates, time for completion and any additiond information to be
provided by the customer. Under Applicants proposd, interconnection customers must execute the
Fadilities Study Agreement and submit an additiona prepayment of $50,000 within 21 days or the IR
will be deemed withdrawn. The GIPs provide theat GridSouth, in coordination with affected
transmisson owners, will use due diligence to complete the Fadilities Sudy within 90 day's efter recaipt
of the Fadlities Sudy Agreement.

The GIPsdlow for the ealy initiation of interconnection activities pursuant to aletter
agreement. Further, GridSouth will tender aFadility Interconnection and Operation Agreement
(Interconnection Agreement) to the customer no later than 30 days after it provides the completed
Fadllities Study to the cusomer. If the cusomer wishesto go forward with the project, it then has 90
days to execute the Interconnection Agreement or request that GridSouth file an unexecuted agreement
with the Commisson.

2. Intervenors Comments and Discusson

a Study process

I trangmisson owner involvemant in sudy process
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Section 3.1 of the GIPs provides that, upon receipt of acomplete IR and $10,000 prepayment,
GridSouth "shdl provide to the Interconnection Customer and the affected Trangmission Owner(s) an
agreement providing for [GridSouth] in coordinetion with the affected Transmisson Owner(s) to
conduct an evauation of the impact of the interconnection on the Trangmisson Sysem.” Smilatly,
section 4.2 dates that GridSouth will coordinate with effected transmisson ownersin conducting a
Fadilities Sudy, and the GIPs Preamble makes dear that GridSouth will remburse the trangmisson
owner's "reasonable codsfor performing such tasks” Rdated, Section 2.03(8)(v) of the Operating
Agresment provides that GridSouth shdl direct and supervise "sarvicesinduding . . . together with the
Participants, entering into interconnection agreements for new generators to be connected with
tranamisson fadlitieswithin GridSouth's Transmisson System; establishing the terms and operating
requirements for interconnected generators; and filing interconnection agreements with FERC.”

Cdpine, SC Consumer Advocate and CUCA comment thet, while GridSouth will coordinate
interconnection sudies, it isdear that the tranamisson ownerswill parform the gudies. They contend
thet the proposad GIPs are biased snce they would alow the transmisson owners (or their effiliated
generators) thet will compete with new generation to eva uate the interconnection nesds of their
competitors SC Consumer Advocate argues thet new generators will be at afinancid disadvantage
sncethey mug pay for dudies while the tranamisson owners or ther filiates may rdy on transmission
sysem planning sudies prepared in the normd tranamission planning process CUCA proposes thet
the Commisson s&t adate by which GridSouth must assume sole responghility for interconnection
gudies, and to direct Applicantsto provide GridSouth their past and present interconnection-related
studies and supporting workpapers. Cdpine argues that GridSouth must provide one-stop shopping
for dl transmisson sarvices and the Applicants role should be limited to providing technica support for
evaugtion of interconnection sudies. 1t asksthat the Commission direct Applicantsto revise Section
2.03(q)(v) of the Operating Agreement to reflect thislimited role

We agree that, as proposed, tranamisson owners are overly-involved in the generation
interconnection process. We note that Sections 3.1 and 4.2 of the proposed procedures contemplate
the tendering of a contract for sudy agreements to both the interconnection cusomer and the affected
trangmisson owner. Further, atranamisson owner afected by a proposad interconnection and
desgnated as GridSouth's agent would be responsible for dl cost estimetes and condructionstimes
required by Impact Studies and Fedilities Sudies. Section 2.03(g)(v) of the Operating Agreement
gopears to contemplate transmisson owners negotiating the terms and condiitions of Operaing
Agreaments

We are concerned that even the perception that the proposed processis biased may be a
Oeterrent to expandon or increasad participation in the regiond generation market. The Commisson
condudes that effident dedison-making on investments in tranamission fadilities requires thet the entire
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interconnection process must be under the decisiona control of GridSouth.® The RTO must be
respongble for dl aspects of the interconnection process, and interconnection cusomers should ded
with and Sgn sudy and interconnection agreements with GridSouth done. To the extent thet GridSouth
requires the expertise and sarvices of the transmisson owners or othersin providing interconnection
savice, GridSouth may enter into gopropriate contracts with such entities. The GridSouth Board must
revise the GIPs and Section 2.03(a)(V) of the Operating Agreement to reflect this direction.

ii. codt of additiond studies

Section 3.1 of the GIPs provides that the interconnection customer shdl pay the entire cogt of
completing an Impact Study "induding any additiond gudiesthat are necessitated by higher queued
Interconnection Customersloging their queue priority or by materia changesin the configuration or
operation of the Tranamisson Provider's Trangmisson Sysem or neighboring trangmisson sygems”
Section 4.1 indudes smilar language regarding the cost of completing Fadllities Sudies Cdpine argues
thet, condstent with Virginia Eledtric and Power Company, 93 FERC 161,307 at 62,052 (2000)
(VEPCO), acustomer's codt respongihility for further sudies should be limited up until the time thet the
customer executes an interconnection agreement or directs the tranamisson provider tofilesuch an
agreament on an unexecuted besis.

The addition of such aprovison would provide greeter certainty for interconnection customers,
and is conggent with language that we have accepted previoudy. Accordingly, the GridSouth Board
should revise the GIPsto indude a provison thet limits a cusomer's cost respongibility for further
Sudies after the cusomer executes an agreement or asks GridSouth to file an unexecuted agreement.

lii. enhanced sudies

Dynegy requests thet the Commisson direct Applicantsto revise the GIPS, conggtent with
Southern Companies Sarvices, Inc., 95 FERC 161,307, at 62,049-050 (2001) (Southern), to alow
interconnection customers the option to request further Sudies to identify gppropriate tranamisson
sysem upgrades and thelr associated codts regarding the potentid ddiverability of ther planned
generation fadllities

Southern recognized thet interconnecting generators nesd timdly informetion regarding the
potentid ddiverability of their plants, and found that it is reasonable to dlow generatorsto request an
enhanced qudy (a their codt) to specify that the resource will ank a a pedific interface with another
control area. Wedirect GridSouth to modify the GIPs conastent with Southern, to incorporate a

16See PIM Interconnection, L.L.C.,9 FERC 61, mimeoa __ (2001).
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provison specifying that customers may request further gudiesto identify gppropriate tranamisson
system upgrades and their associated cogts. We caution, aswe did in Southern, that arequest for an
enhanced sudy does not confer any rights to tranamisson savice, nor isit aguarantee of the upgrades
thet may be required if the generator subsequently requests transmisson savice

b. On-gte generaing fadilities

AFR&PA comments that the proposed GIPs do not digtinguish between merchant generaion
and customer-owned, on-dte generaion fadlities (eg., quaifying cogenerdtion fadilities). It contends
that the GIPs should be revised to provide asreamlined process (that diminates the various fees and
gudies) for on-Ste generation fadilities thet seek to connect to the tranamisson grid because such
fadlities supply additiond energy resourcesin an efident and "environmentdly friendly”" manner while
digolacing dectric utilities nesdsto generate or purchase such power. AR&PA dso contends thet
indudtrid generation should not be subject to the RTOs rdighility control, such as redigpatch and
maintenance coordination, through religbility or interconnection agreements, because such contral can
disrupt or damage indudtria production or process equipment, and have other adverse impacts.

We nate that Section 1.5 of the GIPs provides that GridSouth may develop streamlined
processes for amdl interconnection requests of 20 MW or less: This provison would likdy gpply to
many on-gtefadlities Further, we encourage GridSouth to condder other specific provisonsthet teke
into congderation the differing drcumstances of onrgte transmisson, and the benefits thet they haveto
offer.

c. Queue Priority

Section 2.2 of the GIPs provides thet, if an interconnection customer changes any of the
information provided in its Interconnection Request and GridSouth determines thet such changes
"materidly affect” the proposad interconnection, the Interconnection Request will be conddered
withdravn and the customer will lose its queue priority. AR&PA contends that the GIPs should
provide adear dandard asto which changes will be deemed "materid™ and require GridSouth to
provide an explanaion why it determined that a particular change was materid.

The Commisson agrees thet interconnection customers need some degree of cartainty whether
proposed changes to an interconnection request will impact the project’s queue position. Faced with a
amilarissuein GridHarida, LLC, 94 FERC | 61,363 at 62,345 (2001), we directed the RTO to
revise itsinterconnection procedures to dlow an interconnection customer to make awritten request
thet the RTO date whether amodification of an Interconnection Request would materidly affect the
proposed interconnection and thus change the queue priority of the project. Wedirect GridSouth to
revise the GIPs consgtent with GridHorida
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d. Interconnection Agreements
I. timefor filing executed I nterconnection Agreaments

Section 6.1 of the GIPs dates that GridSouth will file an unexecuted Interconnection
Agreement with the Commission within 30 days of recaiving arequest to do So by the interconnection
cusgomer. Cdpine asksthat the provison be amended to require that GridSouth aso file executed
agreaments with the Commission within 30 days of arequest to do 0. It explains that acogptance for
filing of an Interconnection Agreament is often required by lenders before they will rdease funds, and an
RTO could 9dl ageneration project by ddaying such filing.

Cdpings explanation is reasonable and should not be any burden on GridSouth. Accordingly,
we direct GridSouth to amend Section 6.1 to date that it will file ether an executed or unexecuted
Interconnection Agreement within 30 days of arequest to do so by the interconnection customer.

ii. trestment of exiding Interconnection Agreaments

Cdpine comments thet the filing does not address the trestment of exiging Interconnection
Agreements. It proposesthat generators should be offered an dection to ether continue ther current
agreement or request to renegotiate the contract pursuant to GridSouth's new GIPs and modd
I nterconnection Agreement.

The Commisson intends, in the neer future, to evauate the importance of gandardizing
generdtion interconnection procedures. We will consder dl converson issues as part of this evauation.

e. Creditsfor Network Upgrades
. typesof upgradesthat are subject to the credit

Section 7.3 of the GIPs provides thet an interconnection customer "shdl be entitled to a credit,
in an amount equd to the cogt of the portion of the Interconnection Facilities that are Network
Upgrades which are necessary to remove overloads (but not those which are intended to remedy short-
dreuit or gability problems), which may be goplied againgt: that portion of the charges for Whed-Out
Trangmisson Transctions. . . that isdlocated . . . to the Transmisson Owner that isthe owner of such
Network Upgrades” Dynegy and Capine protest that Section 7.3 isincongstent with Commisson
precedent that makes dlear that al network upgrades, and not just those necessary to remove
overloads, should be credited to the interconnection customer that funded the upgrades.
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In Consumers Energy Company, 7 we darified that our palicy regarding credits for network
upgrades associated with the interconnection of generation fadilities " has been, and continues to be, thet
al network upgrade cods. . . induding those necessary to remedy short-circuit and sability problems,
should be credited back to the customer that funded the upgrades once ddivery sarvice begins”
GridSouth should modify Section 7.3 condgtent with Consumers

ii. trangmisson servicesto which the crediits gpply

Section 7.3 dates thet customers can gpply transmisson credits to rates and charges for
"Whed-Out Trangmisson Transactions' but not to Network Sarvice, Whed-Within Transactions or
Intrazond Transactions. Applicants explain that this provison is basad on their determination thet
credits should be offered only where thereisincrementd trangmission revenue againg which to gpply
the credits® Thus, they propose to limit gpplication of the credits to whed-out service because thet is
the only currently offered tranamission sarvice in which theincrementd revenues from the service accrue
to the tranamisson owner that is obligated to give the credit. According to Applicants, once GridSouth
tranamisson rates are no longer based on pricing zones, interconnection customers can dso gpply the
credit to charges for whed-within (network or point-to-point) transactions.

Cdpine and Joint Protestors daim that Section 7.3 ingppropriatdy limits tranamission crediits to
whed-out sarvice: They contend that credits should apply equdly to internd transmisson services
because network upgrades will benefit the RTO transmisson grid asawhole, enhanaing the aaility to
ddiver power throughout GridSouth. They argue that the gpplication of credits only to incrementd
revenuesisillogicd and ineguitable, and intended to protect Applicants from losng revenues. Further,
Joint Protestors note that A pplicants acknowledge that whed-within transactions (among GridSouth
zones) would generate incrementd revenues, but dedine to have the credits gpply to such transactions
because the tranamission owner in whose pricing zone the transaction Snks (who would recaive the
revenue) is different than the transmisson owner in whose zone the New Generationislocated. They
contend thet this obstade could be overcome by designing a sysem to trandfer payments among the
rate zones S0 that the credits could be provided and the gppropriate transmisson owner assessed the
Cos.

Wefind thet Applicants proposd to limit the gpplication of credits to whed-out serviceis
unacceptable. In American Electric Power Sarvice Corporation *® we rejected asimilar argument thet

1795 FERC 61,233, a 61,804 (2001). See dso Duke Energy Corporation, 95 FERC
161,279 (2001).

18May 14, 2001 Tranamittal Letter a 31.

1991 FERC 1 61,308 a 62,051-52 (2000), order on retig, 94 FERC 61,166 (2001) (AEP).
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credits should not gpply to network service because AEP would not experience any incrementa
increese in tranamisson revenues. The Commission explained thet:

In Entergy, [91 FERC a 61,560,] the Commission held that payment for these types of
upgrades entitles the generator to credits agand future transmisson charges. No
didtinction was made between point-to-point and network transmisson service and
AEP hasfaled to judify why such adiginction should be mede here. Inany evert, . . .
once tranamisson beging AEP islimited to charging the higher of the expansion cogt of
these upgrades or an embedded cost rate which has the expanson cost of these
upgrades ralled-in. This palicy gpplies to both point-to-point and network service[]

Our ruing in AEP gppliesin the RTO-context, aswdl.2! The up front paymert by the
generator fallowed by crediting isafinandngiming issue. Thus we rgect Applicants proposd thet is
based on their determination thet crediits should be offered only where there isincrementd trangmission
revenue againg which to gpply the credits. Rather, crediting in GridSouth should gpply to all
trangmisson sarvices.

When the new generator islocated in one GridSouth control areaand the load in another, the
tranamisson owner on whose sysem the interconnection cogs were incurred is respongble for the
credit. For example, if the generator isinterconnected on Duke's sysem and theload ison CP&L's
sysem, Duke should be granting the transmisson credit. In thisexample, GridSouth should return
tranamisson revenues to CP& L in the amount that would be paid without the credit, and offset the
amount of revenues Duke would recaive for tranamisson sarvices provided on its system by the amount
of the credit due. In effect, Duke would pay the credit to CP& L on behdf of the generator.

GridSouth should revise Section 7.3 pursuant to this direction.

E Congestion Management Procedures

1. Applicants Proposd

Applicants congestion management procedures describe GridSouth's interim congestion
management goproach, and itsinteraction with Mugt-Run units, which will become effective on the
initid dete of GridSouth's operaions. They dso describe the process under which GridSouth will
deveop its long-term, market-based gpproach to congestion management and ared-time energy
baancing market.

20|_d.
21560 GridHlorida LLC, 94 FERC 161,363 at 62,346 (requiring crediting congstent with
AEP).
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a Initid procedures

Applicants gate that the initid congestion management procedures will be in place on the firdt
day of GridSouth's operations. They assert that under this goproach, dl generation owners
paticipating in GridSouth are required, among other things, to gart-up or shut down certain generaing
units when requested to do so by GridSouth in order to ensure that day ahead schedules and forecasted
load can be sarved rdigbly. GridSouth would only teke such action after it has taken al other
goplicable attionsto rdieve the rdiahility problem.

According to the proposd, GridSouth will compensate generaion owners for any energy
provided as aresult of agart-up indruction a cost-basad rates. Applicants Sate that Sart-up costs
will be recovered in one of two ways. Firgt, owners of Mug-Run generation unitswill recover their
Sart-up cogts under separate Must-Run agreements addressing pecific Mugt-Run drcumstances
Second, if the generating unit is not aMugt-Run unit, it may indude any gart-up cogsin itsenergy bid
(eg., through its cost-based incrementd bid).

Under the redigpetch program, GridSouth will maintain exiging firm point-to-point and network
tranamisson savicefor its OATT cugtomers through the use of incrementa and decrementd bids thet
generation owners must submit (induding Applicants) under their respective agreements with
GridSouth. In addition, Load Serving Entities (L SES) may submit bids voluntarily. According to
Applicants these bidswill dlow GridSouth to identify generation redigpetch optionsto efficently rdieve
the tranamission congestion basad on the information available to GridSouth. If GridSouth's redispatch
options are insuffident to resolve the congestion, GridSouth may indtitute Tranamisson Line Reief
(TLR) messures under NERC procedures

GridSouth will buy incrementd energy and sdll decrementd energy a cost-based rates unlessa
generdtion owner has obtained market-basad pricing authority from the Commission that is specific to
the congestion arcumdances of GridSouth. The RTO will treet as confidentid specific bids submitted
by generation owners

Applicants assart that the combination of buying incremental energy and sdlling decrementd
energy islikdly to result in anet cogt to GridSouth because the cogt of purchesing the incrementa
energy modt likdy will exceed the proceeds thet GridSouth receives from sdlling the decrementd
energy. Applicants propose that these codts be recovered from dl firm transmisson users (induding
Applicants on bendf of native load) on an impact-ratio share bass. This cod recovery goproachis
based on customer-gpedific impact factors thet are developed from power sysem modding thet is
representative of sysem conditions. A customer's share of the redigpatch codsistheratio of the
customer'simpact on the congested flowgate to the sum of dl cusomer impects for each hour during a
month.
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Applicants Sate thet, under the voluntary redigpetch program, GridSouth will facilitate
redigpatch arrangements between tranamission customers and generation owners to accommodate
transmisson savice requests for which sufficdent ATC otherwise would not be available. GridSouth
will fadlitate such arrangements through information posted on its dectronic cusomer interface and by
dlowing transmisson customers and generation ownersto post voluntary bids on thet interface.

Applicants gate that GridSouth will pogt information concerning likely congestion on eech of its
monitored flowgates on an ongoing bess If GridSouth determinesthet thereisno ATC, it will post
information about didribution factors rdative to the congested flowgates. transmisson customers may
usethisinformation to arrange for a bilaterd redigpetch that would mitigate the congestion and be linked
to areguest for trangmisson savice. GridSouth will evauate "linked transactions” through its normd
scheduling process. A linked transaction that is scheduled by GridSouth will be protected from
curtallment by GridSouth up to the point of curtailing firm tranamisson service under the NERC TLR
procedures.

According to the proposd, GridSouth will be authorized to desgnate a generating unit asa
Mug-Run unit if such aunit isrequired to ensure asecure and rdiable transmisson sysem under
norma and firg contingency conditions. The owner of any unit designated as Mus-Run may usethe
dispute resolution provisons of the GridSouth OATT to digpute the designation asa Mugt-Run unit.
GridSouth will have the authority to reguire such a unit to Sart-up, shut down, adjudt its output level or
dter aplanned outage schedule? Must-Run unitswill be compensated on a cost-basisin accordance
with a separate agreement addressing specific Mug-Run drcumgances. Compliance with a GridSouth
Mugt-Run indruction will nat predude the owners of such units from sdling additiond output in the
market a market-based rates. GridSouth will recover its cogts associated with its Must-Run
ingructions on aload-ratio bass from load within the particular control areawhere the locd Mug-Run
condition occurs?®

Applicants daim that theinitid gpproach ismodded &fter, and condgent with, the interim
gpproach to congestion management propasad by the Alliance Companies, which the Commission
found to be "an effective protocal for managing congestion” that complies with Order No. 200024

b. Proceduresfor establishing amarket-based congestion plan

22Thisissmilar to the authority that GridSouth has over dl generators, exoept for the
rescheduling of planned mantenance outages, which is mandetory for Must-Run units, but voluntary for
others

Z3Whedling-out and whedling-through customerswill nat be charged for Must-Run codts
24A\[liance Companies, 94 FERC 161,070 at 61,314 (2001).
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Applicants gate that GridSouth will be respongble for developing and implementing amarket-
basad approach to congestion management to replace the initid approach and the red-time balancing
market within one year as required under Order No. 2000. Stakeholdersin GridSouth's region,
induding Applicants, will participete in the development of the long-term congestion management
goproach and the red-time balancing market. Applicants propose thet, in the event that GridSouth
cannot meet this deedline despite its exercise of due diligence, GridSouth will file adetalled explanetion
why it could not meet the deadline, and arevisad schedule for completion.

2. Comments and Protests

SVl Stedl proteds that the Sructure of the proposed redigpatch program creates the
opportunity for Applicantsto profit & the expense of transmisson cusomers. According to SMI Sted,
generdtion owners who are the Applicants themsdves will bid to provide incremental energy, and ther
bidswill not be mede public. 1t contendsthat, if the generation owners are granted market-based
pricing authority, there would be no meansto determine whether they are submitting unreasongbly high
bids SMI Sted notesthet, if GridSouth cannot recover whet it spent for incrementa energy through
the sde of decrementa energy, tranamisson cusomerswill have to make up the difference

SVl Sted asksthat the Commisson require Applicants to modify this agpect of the congestion
management proposd to insure that generation owners will not have the opportunity to manipulate the
mearket at the expense of transmisson cutomers. It requests that the Commisson meke deer thet any
congestion management market developed by GridSouth must not function as a separate profit center
for GridSouth or Applicants SVl Sted dso bdievesthat Applicants should specify what rdidbility
criteriawill gpply with regard to the GridSouth congestion manegement function. SMI Sted wants
Applicants to change the term “ ability” to “duty” in Section 1.1.2 of Attachment K to make dear
GridSouth's &firmative respongibility to mitigate congestion when it occurs on the sysem. It dso ask
thet Applicants spedify the criteriathat LSES mugt meet if they wish to participate in the redigpetch
program.

Cdpine assts that the Commission should not tolerate Applicants persstent atemptsto dday
the market effidency bendfits of an RTO. It requests that the Commisson direct the GridSouth Board
to file market-basad load baancing and congestion management mechanisms within Sx months. To
fadlitate that process, Cdpine requests thet the Commisson require GridSouth to activate the
GridSouth Advisory Committee, and provide an explandtion why exigting market-based energy
baancing and congestion management software and procedures that are in operation dsewhere cannot
be adopted on afadter track.

Cdpine dso argues that Schedule 4 of the GridSouth OATT (addressing energy imbdance
savice) and Attachment K (addressing trangmisson sysem congestion management and must-run
units) arein conflict and could force trangmission customersto be charged twice for energy sarvice
For example, Calpine gates that when aload serving entity submits a balanced schedule and then actud
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generdion levds are less than scheduled levels because of transmisson condrants, the load could be
assessed both an imbaance charge (under Schedule 4) and a charge to recover redispatch costs (under
Attachment K).

Cdpine opposes Applicants proposa to reguire merchant generation with exising merket-
based rate authority to secure 'specid’ market-basad rate authority to sell energy for congestion
manegement to GridSouth. 1t dso daims that the interim congestion management system will not
suffidently compensate merchant generators. According to Capine, the bidding mandate and
maintenance redrictions and price terms of the energy cdl option aso resultsin inedequiete
compensation. It requests that the Commisson rgect the redtrictions and direct GridSouth to utilize its
Advisory Committee processto resolve theseissues. Similarly, Dynegy opposes Applicants proposa
to require generators with exising market-basad rate authority to obtain additiond Commission
goprovd to bid into the GridSouth congestion management market & rates other than cos-based.
Dynegy arguesthat it isinappropriate for GridSouth to st or otherwise limit the generator's rates for
savice provided to GridSouth under its congestion management sysem. On the other hand, Joint
Protegters ask that Applicants revise Attachment K-1 to darify, condgtent with the Tranamittd Letter,
that generation owners can not base congestion management bid prices on market-based rates unless
and until they have demondrated thet they do not have market power with regard to relief of congestion
in generd and to oedific flowgates which might be identified.

Cdpine dates thet it does not understand how Applicants proposd to dlow multiple control
areas to baance thair own generation and supply while GridSouth operatesits own independent

congestion management redigoatch can work effectivey.

CUCA notesthat section 11.2 of the congestion management plan requires each generdtor to
make an "annud designation . . . of the costs componentsto be induded initsformularate for the
upcoming caender year of GridSouth operation,” and agenerator will have an opportunity to changeits
cogt component designation during the year only if GridSouth " changes the gengrator's tatus” CUCA
comments thet, given the recent volaility of fud prices, generators need flexihility to redesgnate the fud
cost component of their bids at least monthly.

Joint Protesters contend that the Sections 11.1.1 through 11.1.4 of Attachment K-1, which
identify the dlowable cost components for determining incrementa and decrementd bids, should be
better defined to ensure condstency in codt-basad pricing among generdtors. They daim that the
oefinition of "fud cos” as"... aunits margind fud price multiplied by itsincrementd or decrementd
hedt rate" requires further refinement because the phrase "meargind fud price’ could have severd
different meanings. Joint Protesters assart that the indusion of fixed operation and maintenance cods as
acomponent of dlowable cogts seemsincongstent with the concept of recovery of incrementd or
decrementd codts which by definition should be those cosis which change as aresut of theincrementd
or decrementd output associated with aunit.  Joint Protesters argue that indusion of “other incrementd
operating codts’ is broad enough to dlow ingppropriate expenses. They bdieve that Applicants should
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specify what condtitutes "variable operaions and maintenance cods” In addition, Joint Protesters
contend thet the congestion management plan contains no process for verification that incrementd and
decrementd bids are cogt-based, and request that GridSouth be required to add the necessary
provisonsto provide for verification, induding the audit of cods

Joint Protesters argue that the proposed formulafor recovering redigpatch charges lacks
goedifiaty. Attachment K-3 of the OATT provides that "the monthly charge to acusomer will bethe
sum of the cusomer's pro-rata share of GridSouth's cogts for each flowgate, for each hour in which
such cogts were incurred during the month.”  Joint Protesters protest thet the proposed andydsrdies
on computer modding to esimate a customer'simpact on a congested flowgeate, and not actud data
They adso notethat, if control area operators are not required to submit operating scheduleswhich
become the basisfor grid operations, then it is undear what assumptions will be made with regard to
the treetment of control-area-operator-owned resources relative to the resources of other transmisson
cutomes Joint Protesters request that the Commission require GridSouth to expand the details and
darify the process whereby such cusomer-specific andyseswill be made. Joint Protesters aso bieve
that Attachment K, in whole, should be designated as being subject to the OATT Section 12 Dispute
Resolution Procedures.

Joint Protesters date, that Snce Applicants variousfilings have not addressed the existence and
extent of any current congestion within the GridSouth area, no information is available to gakeholders
and the Commisson to demondrate thet cogt shifting among transmisson userswill not occur when
GridSouth garts operations. Joint Protesters believe that such effects should be consdered in assessng
the pricing for tranamisson sarvices, induding andllary services under the GridSouth OATT. They
request thet the Commisson require Applicants to supplement their compliance filing with analyses thet
evauaethelevd and Sgnificance of any exiding congestion and anticipated congestion upon
commerdd operation of GridSouth. Smilarly, Joint Protesters request that the Commission require
GridSouth to disdose such information to alow an gppropriate evauation of the potentid commercid
effects of charges for mugt-run units, and thet the Commission require that informetion pertaining to
congestion and must-run units be filed before acting upon Applicants proposal with regard to charges
for congestion management and musgt-run units

Joint Protesters ate that the congestion management proposal has not been the product of any
cooperaive effort or collaborative discourse. They assart that Applicants planned stakeholder process
regarding congestion management and red-time balancing iswhally inedequate in light of Applicants
track record on stakeholder collaboration in the establishment of an RTO pursuant to Order No. 2000.
Joint Protestors request thet the Commission direct Applicants to establish a procedure whereby
GridSouth will engage in an open, good-faith stakeholder negatiation processin an effort to reach
consensus on along-term plan for congestion manegement and ared-time baancing market. They
bdieve thet this process should commence after gart-up of GridSouth and should be accomplished by
the RTO in conjunction with the Stakeholder Advisory Commiittee
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Joint Protesters ask that, the Commisson should direct Applicantsto indude in the process for
deve oping along-term, market-based gpproach to congestion management arequirement thet
GridSouth: (1) demondrate that competitive generation markets exist and are compatible with the
congestion management and red-time balancing market proposals for which gpprovd is sought; (2)
demondrate that any proposed market-basad gpproach to congestion management is not subject to
mearket power exploitation due, among other things, to lack of competition with regard to congestion
rdief on gpedific flow peths, and (3) andyze the grid, identify existing and potentid condrained peths,
and address whether the propased long-term gpproach to congestion management will be supported by
competitive generation markets that would alow market-basad pricing for congestion management.

SC Consumer Advocate comments that Applicants proposad voluntary redipatch program
reflects the nead for tranamisson cusomersto negatiate individudly with generation ownersin
GridSouth, who are dso the tranamisson owners, for generation to dedl with congestion of the
trangmisson sysem. It contendsthat thisis one of many ways in which GridSouth will not function as
an integrated whole but, rather, isdesigned to dlow the three transmisson ownersto retain as much
control as possble.

3. Commisson Condusion

We will acogpt Applicants interim congestion management proposd, with modifications
Order No. 2000 requires that eech RTO havein place a the time of initid operation an effective
protocol for managing congestion.® GridSouth Applicants have induded an interim proposd for
meanaging congestion, and as modified this meets the Order No. 2000 requirement for thefird year of
its operetion.

Further, Order No. 2000 dlows RTOs to take up to one year after sart-up to implement
merket mechanisms for managing congestion.?® OATT Attachment K, Section 4.3 provides that
GridSouth will develop and implement a market-based gpproach to replace the interim proposd within
oneyed, or fileadetaled explangionif it is unable to meet the deedline. Conggtent with Order No.
2000, Applicants must develop and implement their market-based plan within one year of gart-up, and
the option of filing areport to explain why it did not meat the deedlineis unacoeptable. Accordingly,
Applicants must delete the lagt sentence of OATT Attachment K, Section 4.3. On the other hand, we
will deny Capings request to advance the schedule established in Order No. 2000 by directing the
GridSouth Board to file market-based load baancing and congestion mechaniams within Sx months
We wigh to enaure that GridSouth has adequiete time to develop aworkable and effident mechaniam.

20Order No. 2000, at 31,128.

2|,
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In deve oping the market-basad gpproach, GridSouth, in collaboration with its Sakeholders
should consder exising congestion management mechanisms employed by other grid operatorsinthe
indudry. The mechaniam ultimatdy proposed by GridSouth to replace the interim mechanism should
ather implement the best practices from among the exiding mechaniams currently in use by other grid
operators or explain why its proposd is superior to theindustry’ s exidting best practices In response
to concarns expressed by Joint Protesters, the mechaniam should consider the potentid for market
power abuse, and if necessary, indude market-oriented measures for mitigating market power.

SVl Stedl is concarned thet the proposed redigpatch program creates the opportunity for profit
for Applicants a the expense of tranamisson cusomers. It therefore requests that the Commisson
meke dear thet any congestion management market developed by GridSouth must not function asa
separdte profit center for GridSouth or Applicants. We acknowledge SMI's concern, in light of the fact
that the procedures were prepared by Applicants, who are dso the mgor generation ownersin the
aea. Wedirect that the independent GridSouth Board review the congestion management procedures
to ensure that they do not bendfit Applicants unjudtly a the expense of transmisson cugomers. The
Board should submit to the Commisson any revisons to the procedures thet it recommends or an
afirmative Satement thet it does not recommend changes to the procedures

In response to | nterveners comments about cost-basad versus market-based prices for
congestion management, we will require the GridSouth Board to modify this agpect of their proposd.
Of course, new market conditions and the potentid for market power may arise when (as here) bid-
based congestion markets are creeted; and we have required a fresh market power andysis prior to
permitting market-based rates in bid-based markets operated by 1S0s%’

Applicants propose cogt-basad pricing for energy provided to rdieve certain congestion until
generators obtain additiond market-based rate authority for that energy. However, their proposa
ingppropriatdy discriminates between types of redigpatch sarvice, imposing cost-based pricing for
redigpatch supporting exiding firm trangmisson service but alowing market-basad pricing for
redigpatch supporting other tranamisson savicewhere ATC isnat available. Applicants have not
explained why the potentid for market power and the need for cogt-basad limits on prices would be
different for these two types of redigpatch.

Moreover, Applicants have not judtified their proposad type of cost-based prices. They do not
propose traditiona cogt-of-sarvice prices (which indude afull alocation of fixed and varigble costs);
ingteed they propose incrementd variable cogts plus a percentage adder. Applicants do not explain
why their proposal provides adequate compensation.  Further, their proposd would result in different

2See Atlartic City Eledtric Compery, &t &l., 86 FERC 61,248 (1999); Central Hudson Gas &
Electric Corporation, et d., 86 FERC 61,062 (1999); and New England Power Pool, 85 FERC
61,379 (1998).
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compensation to different generators providing the same sarvice, and Applicants have not explained

why such differencesin compensation are reesonabdle. Findly, we agree with Joint Protesters thet the
cogt components propasad to be induded in determining incremental cost are not defined with enough
goedifidty to implement. We will require the independent GridSouth Board to revise this agpect of the

proposa and provide adequeate support for the revised proposd.

In regponse to Capine' s concerns about the conflict between Schedule 4 and Attachment K,
we agree thet the provisons of the two sections are not dearly pelled out and could result in double
charging. We direct the GridSouth Board to revise these sections accordingly. At aminimum, the
revised Schedule 4 should darify thet deviations from schedules that are directed by GridSouth (for
example, for redigatch to rdieve congestion) are not congdered imbaances subject to imbaance
charges

We agree with Capine that Applicants have not adequatdly explained how individua control
aress and GridSouth will operationdly coordinate their balanding and congestion management
responshilities We direct the GridSouth Board to file amore complete explandtion.

In response to Joint Protesters concerns about the method for recovering redigoetch cods, we
will require GridSouth to meke avallable to affected parties the formulas and other information
underlying its computer moddsin sufficient detal to dlow the partiesto verify their dlocated cogts. We
disagree with Joint Protesters  criticism of the proposad use of computer modding (rather than actud
data) to asess acusomer’ simpact on a congested flowgate. Since energy from dl resourcesis
commingled on the tranamisson grid, theimpact of each transaction on particular flowgates cannot be
determined soldy from smple observation of raw data. Modding is necessary to estimate the impect
of each cusomer’ stransactions on a congested flowgate. However, it is reasonable for cusomersto
have suffident information about the modd to veify thar bills GridSouth may require cusomersto
Sgn gppropriate confidentiaity agreements, where required by software vendors

Wewill deny Joint Protesters request to reguire Applicantsto file an andyss evauating the
level and sgnificance of exiding and anticipated congestion.  Joint Protesters argue that such andyses
are necessary to ensure that Applicants proposa will nat result in cogt shifting. We disagree that such
informetion is necessary to acoept Applicants proposd. Wefind that alocating congestion codsto
cusomersin proportion to their flows on the congested flowgates, as propased by Applicants, is
reasonable.

We share SC Consumer Advocates concern that, under the interim proposa, some
trangmisson cugomers mugt negatiate individudly with generation ownersto ded with congestion,
While we will accept this feature for the interim, it isincongstent with the market-basad congestion
management mechaniam that Order No. 2000 reguiresto bein place within one year of operation,
because GridSouth (or another independent erttity) is not operating amearket mechanism to manege dll
congegtion. Within one year of operation, GridSouth (or another independent entity) must employ such
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amaket mechaniam. 1t will not be suffident for tranamisson cusomersto beleft to find ways on ther
own to redipatch generation when congedtion arises.

F. Rdiahility Oparaing Agreements

1. Applicants Proposdl

Pursuant to section 205 of the FPA, Applicants submitted separate, unexecuted Rdigbility
Operating Agreament (ROA) between GridSouth and eech of the three Applicants, CP& L, Duke and
SCE& G. According to Applicants, the ROA addresses two basic operationd maters. Firs, the ROA
provides for the various generation sarvices necessary for the efficent and rdiable operation of the
tranamisson fadilities subject to GridSouth' s functiond control and for GridSouth to provide
tranamisson and ancllary sarvices under the GridSouth OATT.  Second, the ROA provides for each of
three utilities to operate and manage their repective control areas subject to industry Sandards o asto
enable GridSouth to perform its functions as Security Coordinator for the GridSouth region and
coordinate the control areas conggtent with the provisons of the GridSouth Operating Protocol.

Under the ROA, generator ownerswill establish, for eech of their generating units, spedific
operating criteriathat sat out the ranges and limits for normal operations basad on equipment ratings
and limitations, aswell as regulatory requirementsimposed under codes or permits. In addition,
generator owners will coordinate planned maintenance outages and deve op with GridSouth procedures
for regponding to unplanned outages of the generating units and/or the trangmission system. Applicants
a0 date that the ROA requires CP& L, Duke and SCE& G to make avallable thar generating unitsto:
(i) provide sarvices that enable GridSouth to provide tranamisson and ancillary services under the
GridSouth OATT; (i) provide for congestion management; and (jii) serve as Mug-Run unitsif so
designated in accordance with the Operating Protocol.22 The ROA provides that CP&L, Duke, and
SCE& G will comply with contral area performance andards established and implemented by NERC
andlor SERC. Applicants explain thet compensation for these sarvices will be in accordance with the
provisons of the Tranamisson Operating Agreement and/or the OATT.

Applicants dete that other generating entities that own or operate generating unitsa multiple
locations within the GridSouth region may agree upon provisonsin ther interconnection agreaments
gmilar to those induded in the ROA, or enter into new agreements Smilar to the ROA. The propossd

28| eddition, the ROA: (i) provides for the establishment of an Operating Committee; (ii) Sets
out procedures for unit commitment and dipetch; (iii) identifies the Points of Interconnection and
Odinestes bregker and disconnect switch contral; (iv) indudes metering requirements, and (V)
delinegtes the generator operators  obligations to meet agreed-upon voltage schedules a designated
buses within the control area,
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ROAs commence upon the date thet GridSouth garts operations as an RTO and continues aslong as
eech of the generator-owning parties owns the generdting units subject to the ROAs.

2. Comments and Protests

Cdpine damsthat, snce no independent GridSouth Board exids, the ROAs arejust
agreaments between the Applicants. Capine asserts thet GridSouth should not be hamdirung at the
outset by specid operationd redtrictions and waversfor the origind tranamisson ownersin the region.
It datesthat the rights and privileges Applicants provide themsdves through the sparate ROAs with
GridSouth are superior to the provisons dsewherein the OATT. Cdpine beievesthat Applicants
should not be the only benefidaries of those superior terms, condiitions, and assurances of
compensatory rates. Cdpine dites Section 5.2 of the ROAS, which provides that, if GridSouth requests
an Applicant to provide a sarvice for which no compensation is provided under the Operating
Agreement, the Applicant and GridSouth will negotiate gppropriate compensation for such sarvices
Cdpine damsthat no smilar opportunity is aforded to other generation providers.

Joint Protesters dso daim that the ROAs are in no sense contracts thet were negotiated a
am'slength between the parties They assart thet, in evauaing the ROAS, the Commisson should
bear in mind that the agreements are not the product of bilateral negatiations, but instead were
developed unilaterdly by one set of entities that would become partiesto the ROAs

Joint Protesters date thet it appears that the ROAs have been drafted without any atempt to
accommodate exiding contracts that govern the operation of anumber of generating unitsthet
presumably would fal under the ROA. For example, note that the Catawba Nudear Station, while
operated by Duke, isjointly owned by Duke and four other entities. Long-ganding contractsin effect
between Duke and eech of the Catawba joint owners govern the operation of Catawba. According to
Joint Protegters, the ROAS do not appear to take into account their impact on these exiding
arangements. Joint Protesters request that the Commission require Applicants to meat with dl affected
joint owners of generation units that Applicants operate o thet the joint owners may jointly identify any
potentid impacts on ther unit ownership and power supply arrangements thet may result from
Applicants execution of ROAs.

Joint Protesters note thet the ROA s address respongihilities of each Applicant initsrole as
control area operator for its exigting control area. They contend that the Commission should not
goprove such provisonsif they would, in the future, hinder the consolidation of Applicants three
control aressinto asngle control area under GridSouth's contral.

Joint Protesters dlaim that the relationship between the ROAs and interconnection agreementts,
executed pursuant to the GIPs isundear. They date that their concern is premisad on the possibility
thet Applicants will gpply to themsdves through the ROASs operating or other requirementsthat areless
burdensome than the requirements they impose on third-party generators under the proposed Fedility
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Interconnection and Operation Agreements. Joint Protesters assart that Applicants should not be
permitted to use the ROAs as avehide to discriminate againg third-party generators by applying
gricter requirements to third-party generators than those thet gpply to Applicants.

Joint Protesters argue that Sections 2.1 and 12.5, which provide that dispogtion of agenerator
can trigger negatiaionsto revisethe ROA, effectively create an escgpe dause for any Applicant that
wishes to avoid continued performance under the ROA. According to Joint Protestors, Applicants
should nat have the unfettered ahility to avoid continued performance under the ROA onceit is made
effective They ask thet the Commisson require Applicants to diminate the unilaterd termination right
contained in Section 2.1., and provide that, if negotiations between GridSouth and an Applicant are
unsuccesstul, the parties are reguired to submit to arbitration and/or meke filings with the Commisson
for necessary modifications of the ROA.

Section 4.4 provides that Applicant will determine whether anew or acquired generating
resource will be subject to the ROA. Joint Pratestors protest that Applicants offer no explanation why
they should be given such discretion, and contend that indusion of new units under the ROA should be
mandatory, not an option exercisable by each Applicant for its own drategic corporate reesons. They
argue thet, a& aminimum, GridSouth and the Applicant should jointly decide whether anew or acquired
generding resource is subject to the terms of the ROA.

Joint Protesters daim thet the reference in Section 5.1 to the “[Applicant] Control Ared” should
be ddeted because GridSouth' s entitlement to obtain generation services from an Applicant should
encompass whatever sarvice s reguired to support transmisson systemn operations anywherein the
GridSouth region. They assart that Section 5.2 hasagmilar problem. Additiondly, Joint Protesters
protest that Section 5.2, which addresses the procedures under which GridSouth will obtain
"Interconnected Operations Sarvices," provides that "“the Parties shdl negotiate gppropriate
compensation provisons for such services™" They assart that Section 5.2 must be modified to recognize
thet any such compensation is subject to the Commisson’s rules and regulations, induding the
reguirements goplicable to the assessment of market-based rates.

Joint Proteters assert that the provison in Section 5.4.1 that GridSouth compensate an
Applicant for opportunity costs and cascading impacts on other planned maintenance outages is open
ended and subject to potentid abuse. They dso argue that GridSouth has no economic incentive to
audit or verify an Applicant’ s daimed cogts and, therefore, the provision should be stricken.
Alternativey, they propose that the language be maodified to date thet * GridSouth agreesto
compensate [Applicant] for dl reasonably incurred and verified cods”

Joint Protesters contend that Section 7.3 should be expanded to darify thet the spedified
savices will be provided pursuant to the Trangmisson Service Agreement thet the Commission hes
ingructed each Applicant to execute with GridSouth. They argue that Section 7.7.2, rdating to
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inaccurate meters, must be srengthened by ddeting the phrase * miake ressonable effortsto” and
requiring ADR proceduresif the parties cannot agree on the nesded modification.

Section 7.10 cdls for GridSouth to periodicaly establish reesonable voltage schedulesto be
maintained at secified busses within an Applicant’ s contral area. Joint Protesters daim thet
Applicants unilaterd discretion asto whether voltage schedules will be satisfied on a“ Generating
Saion or aeabass’ requiresdarification. They damthat it isundear, for example, whether this
provison isintended to give Applicants the right to argue that they have stisfied a valtege schedule
because dl Generating Stations within their control area, when viewed in the aggregate, have met the
gpedified voltage requirements. Joint Protesters date that if thet isthe intent, Applicants should provide
gmilar discretion to other generation-owning entities or drike the provison because it is discrimingtory.

Joint Protesters assart that Section 11.3, which rdaes to GridSouth's treetment of confidentia
information, should be revisad to conform to Commisson precedent governing the trestment of
confidentid information. Further, Section 12.4 provides that the terms of the ROA prevail when
incongstent with the Operating Protocal or Planning Protocol. Joint Protestors do not believe that the
ROA should trump provisons of the OATT, and that the provison should be revisad to reverse the

priority.

3. Commisson Condusion

We agree with Cdpine and Joint Protesters that, given that an independent GridSouth Board of
Directorsis not in place, the ROAs do not reflect the independence from market participants needed
for compliance with Order No. 2000. Asaresult, GridSouth's ROAs are premature. In light of the
numerous issues raisad by intervenors regarding the ROAS, and the link between the ROAsand the
congestion management system in GridSouth, we direct GridSouth to renegatiate the terms of the
ROAs with the GridSouth Applicants once the independent GridSouth Board of Directors has been
ingdled.

During those negatiaions, the parties should congder theissuesraised by Cdpine and Joint
Protestors. While we have nat a this time determined the merits of intervenors comments;, for the
benefit of our review, when GridSouth submits the renegatiated ROA, the filing should address theses
ISSUes i.e, identify whether the ROA wasrevised in light of the issuesraised by intervenors or provide
an explanation why it believes such revisons are not necessary.

G. Revisonsto the OATT, Operaing Aaresment and LL C Aareament

1. OATT

a Applicants Revidons
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Applicants revised their Market Monitoring Protocal to comply with PIM Interconnection,
LLC, 93 FERC 161,269 a 61,868-69 (2000). They revised the Operating Protocol so that disputes
invalving ATC cdculations shdll beimmediatdy addressed by the Operationd Planning Commiittee. |If
the Operationd Planning Committee does not resolve the matter, it will be handled pursuant to the
dispute resolution procedures of the GridSouth OATT.

The March 14 Order directed Applicantsto deete from Section 1.4 of the Planning Protocol
“only in the event that sudies determine thet such fadilities will have adetrimentd effect on grid
relidbility or will have an adverse impect which exceeds the bendfits produced by the planned fadilities”
Applicants ddeted this languege and replaced it with the fallowing: “unless GridSouth identifies an
equaly effident, dternative means of causng the transmisson project to be condructed that satidfiesthe
reesonable sarvice needs of the affected Trangmisson Owner’ s Native Load Cugtomers and does not
adversdy affect such Transmisson Owner’s other fadllities” Applicants dso revised other provisons of
the Planning Protocol as required by the March 14 Order.

Applicants Sate that they dso made certain other minor modificationsto the GridSouth OATT
in compliance with the March 14 Order. Asrequired in the Order, the definition of “Transmisson
Owner” in Section 1.91 has been modified to remove any referenceto reciprodity tariffs Section 12.5
of the GridSouth OATT has been modified to reflect the complaint provisons contained in the pro
forma OATT. Section 24.3 has been modified to make dear that Operating Agreement Participants
will be subject to GridSouth's power factor reguirements in the same fashion aswill be other
Trangmisson Cugomes Fndly, Attachment C has been modified to explain how GridSouth will
indude CBM initsATC cdculaions  Applicants date that while the revisons to Attachment C comply
with the March 14 Order, there may be additiond revisonsthet could be addressed in afuturefiling.

Asdirected by the Order on Rehearing, Applicants revised Section 28.3 of the OATT to
provide that network service cugomerswill execute a sngle agreament which can contain information
for each ddivery zone?®

b. Comments and Protests

Joint Protestors point out thet Applicants did not modify the definition of “Load Sarving
Entities’ so that generation and transmisson cooperaives and joint munidpa agendes ae dealy
induded within the definition as agreed to by GridSouth in its answer filed on December 5, 2000 in
Docket No. RT01-74-000. They point out that Section 12.5 of GridSouth's OATT containsa

typographicd error.

2905 FERC at 61,992. Applicantsfiled the revised pro foma tariff sheet on une 11, 2001, in
Docket No. RT01-74-003.
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Joint Protesters assart that the Commission reguired Applicants to make changesto Section 34
of the OATT toincorporate, as necessary, arangements for Operating Agreement Participantsto
compensate GridSouth for their use of tranamisson fadllities. They Sate that Applicants neither revised
Section 34 nor explained why the modifications are unnecessary.  Joint Protesters request thet the
Commission direct Applicants to make the necessary changes or explain why they are not needed.

Joint Protesters date that the March 14 Order directed Applicants to Sate whether GridSouth
will indude a Capedity Benefit Margin (CBM) initscaculaion of ATC, and, if so, explain how it will
cdculate CBM. They protest thet Applicants propose, in regponse to this directive, that GridSouth will
amply act as an aggregator of CBM nominations submitted by the individud LSEs. Further, Joint
Protesters complain that the proposed language falls to specify the ariteriathat GridSouth will gpply in
assesang whether the CBM nominations submitted by the L SES are unreasongble or disproportionate.
They a0 assart that the proposed revison does nat indicate who will determine the Tranamisson
Rdiahility Margin (TRM) and how that caculaion will be made

Joint Protesters contend thet GridSouth itsdlf, not the LSES, should determine the CBM (if any)
thet is necessary to maintain rdigble operations and the criteria that GridSouth will gpply in evaluating
CBM nominaions should be spedified. They bdieve that GridSouth should determine any vaue thet
directly affects ATC or, a aminimum, be subject to GridSouth's review and modification based on
specificaly dated ariteria Joint Protestors aso note that Applicants failed to indude their procedure
for veifying the equipment ratings the transmisson owners provide for usein ATC cdauldions as
directed by the March 14 order.

Joint Protestors point out thet Applicantsfailed to deete the sentence “ Transmisson owners
will continue to be respongble for planning their sysemsto sarve their native load cusomers’ in Section
3.1 of the Planning Protocol as directed by the Commisson. Rether, Applicants modified the sentence
to provide that "trangmisson ownerswill continue to plan their sysemsto sarve thar netive load
customers, provided however, that al tranamission planning, whether to serve Native Load Customers
or other load, will be under the ultimate authority of GridSouth.” Joint Protestors daim thet the
modified language in Section 3.1 would put GridSouth in the role of areviewer of plans prepared by
the transmisson owners, indead of endowing it with principa respongihility for, and contrdl over, the
tranamisson planning process. They request that the Commission rgject the propased languege which
the bdieve reduces GridSouth to asecondary rale in the planning of the regiond grid.

c. Commisson Conduson

We agree that Applicants failed to make dl the revisons directed by the March 14 order.
Therefore, we direct the Applicants to revise Section 1.42 asrequired by the March 14 Order and
correct the typographicd error in Section 12.5. In addition, to the extent thet Applicants agreed in thar
pleading to meke specific modifications, they are directed to do 0.
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Regarding the proposed language in Section 3.1 of the Flanning Protocal, we agree with Joint
Protesters that GridSouth must be the entity with principal responghbility for and control over the
tranamisson planning process. Our March 14th Order required GridSouth to remove the referenced
sentence because GridSouth will be the sole transmission provider in the region and, as aresult, would
be the entity thet is regoongble for tranamisson planning. Accordingly, the proposed revised language
isrgected and GridSouth should comport with our directive in the March 14 order and delete the
sentence dtogether from Section 3.1. Likewise, Applicants must delete the proposed revison to
section 1.4 of the Planning Pratocal as beyond the directive of our March 14 order. Applicants must
a0 ddete the proposed modifications to Section 2.8 of the Planning Protocol and Section 2.08(b) of
the Operating Agreament as directed in the Order on Rehearing.*

GridSouth is the operator of the grid and thusit must have responsibility to decide whether to
st agde cgpadity for rdiability margins. Oncein place, the GridSouth Board must revise the
compliancefiling to reflect that GridSouth will determine the CBM (if any) thet is necessary to maintain
rdiable operations The GridSouth Board should aso specify the criteriathat GridSouth will gpply in
evduating CBM nomingions

2. LLC Agreemeat

a Section 4.3, Separady Incurred Start-up Costs

In addition to the revisons required by the March 14 order, Applicants have made other
changesto the LLC Agreament, many of which rdateto theinitid funding of GridSouth by the
Members. Once such addition, Section 4.3, provides that:

Prior to the Independence Date, the Company [i.e,, GridSouth] will determine whether
cartan cogtsincurred by aMember are Start-Up Codts. If the Company determines
that they are Start-Up Cods (i) such Member shdl, to the extent reesonably practicd,
assgn dl of itsrights and obligations under any contract or agreement related to such
Sat-Up Codsto the Company, (ii) thirty percent (30%) of the amount of such Start-
Up Cogts gl be deemed Capitd Contribution to the Company by such Member, and
(iii) saventy percent (70%) of the amount of such Start-Up Costs shdl be deemed
advance to the Company by such Member under such Member's Convertible Note:
provided, however, any falure to cause atransfer pursuant to subparagraph (i) hereof
shdl have no effect on the provisons of subparagraphs (i) and (jii) hereof.

Joint Protestors contend thet, because GridSouth will presumably seek recovery of sart-up
costsin its cost-of -services-based rates, these costs should be scrutinized at the outset to ensure that

3095 FERC 61,282 at 61,996.
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only prudent and reasonable codts are credited to the Member. Joint Protestors request thet the
independent auditor who will conduct independence audits dso be directed to review the Members
proposed sart-up codts for reesonableness and prudence. Further, they object to thefind dause of
Section 4.3 because it effectively negates the requirement that Members assgn to GridSouth rights and
obligations under contracts related to Sart-up cods

We deny Joint Protestors request that we direct an independent auditor to andyze the
prudence of the GridSouth Members proposed sart-up cogts. Thetimefor such scrutiny occurs when
GridSouth seeks recovery of start-up costs pursuiant to section 205 of the FPA.3! However, we agree
with Joint Protestors that the find dause of Section 4.3 should be diminated. This languege would
dlow aMember to have Sart-up cods credited to its benfit, even if it chose nat to assgn to GridSouth
the rights under the assodiated contract or agreement. Applicants have provided no explanetion why
thisdauseis nesded, and it gppearsto deny GridSouth benefits for which it has paid. Accordingly, we
direct GridSouth to revise Section 4.3 by ddeting the phrase beginning with " provided, however . . "
to the end of the paragraph.®

b. Section 4.4(b)(ii), Premium Payment

The March 14 order directed Applicants to diminate language thet would st in advance a
fixed, 20% premium for additional membersto pay for an acquistion of an interest in the GridSouth
LLC and, indead, add language that would dlow the GridSouth Board and interested partiesto
negotiate a proper premium based on their respective corporate needs®® In response, Applicants
ddeted the 10% premium requirement and added a new Section 4.4(b)(ii), which providesthet an
Additiond Member that joinsthe LLC during the "open window period”’ (October 16, 2000 to the
Independence Date) mugt pay - in addition to its percentage interest of cgpitd contribution and
advances under convertible notes - “an amount agreed upon, if any, by such Additiona Member and dll
of the then exiging Membersin order to compensate such Members for areturn on prudently incurred
Sart-Up Cods (the "Premium Payment”)."

Joint Protestors argue that Section 4.4(b)(ii) does nat comply with the Commisson's directive
because potentid new Memberswill negatiate the premium with exising Members and not with the

315ee Duke Energy Corporation, 94 FERC 161,080 (2001) (acoepting proposed accounting
trestment for GridSouth gart-up cogts, and emphasizing that recovery of dart-up cods requiresa
section 205 filing prior to recovery).

32Applicants proposed additiona changesto the LLC Agreament (thet arein addition to those
directed previoudy by the Commisson) are acogpted unless Spedific revisons are required by this
order.

33March 14 order, 94 FERC a 62,014.
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GridSouth Board as required by the March 14 order. They contend thet this crestes the potentia for
abuse because exiging Members would likely hald the upper hand in such negatitions. Joint
Protetors ask thet the Commisson direct Applicantsto ddete the provisoninitsentirety or, at a
minimum, require them to spedify that the GridSouth Board will be the negatiaing partner.

In an order to beissued concurrently, we direct that the participantsin thisand other RTO
procesdings paticipate in discussons with amediator. We do not wish to tie the hands of the
participants in those discussons and therefore leave it to the participants to discussthisissuein those
tdks However, asagenerd propogtion, and asindicated in the March 14 order, the negatiation of
thistype of premium should be negotiated by the independent RTO Board, not the founding members

c. Sections6.1(b), Board of Directors

Section 6.1(b) of the LLC Agreement was revised to Sate that “at least one of the members of
theinitid Board shdl have experience in the public power sector of the dectricity indudry.” Joint
Protestors contend that the Commisson should direct Applicants to ddete the word "initid," so that the
provison will goply on an ongoing beds. Further, they note that Applicants gate in the Tranamittal
L etter thet one Board Member will have experience in the non-profit sector, and ask thet this phrase be
insarted s0 as nat to exdude those with experience with rural dectric cooperatives, which are non-
profit, but not publidy owned. Joint Protestors aso ask that Section 6.2 (Number of Directors) be
revised to reflect that, if the seven-member Board is downsized at least one member will have non-
profit experience, and if the Board's number increases a proportional number of the Board should have
such experience.

Applicants now propose, without explanaion, to limit tharr previous commitment - thet one
member of the Board will have experiencein the public power sector of theindustry™ - by having the
provison goply only to theinitid Board. Further, it gopears that the terms " non-profit” and "public
power" have inadvertently been used interchangegbly. Thus, wedirect GridSouth to revise Section
6.1(b) to reflect thet "at least one member of the Board will have experience in the non-profit sector . .
" Wewill not require any revison to Section 6.2. However, reading Section 6.2 together with Section
6.1(b) as modified by this order, if GridSouth downszes the Board, it cannot diminate the seet for a
Board member with non-profit experience.

d. Section 6.13(b)(i), GridSouth acquigition of non-transmisson assts

Pursuant to Section 6.13(b)(i), GridSouth's passve ownersretain the right to veto the
Board's decison to "acquire (whether by purchase, merger, or othewise) al or subgtantidly dl of the

345ee October 16, 2000 Transmittal Letter at 22.
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cpitd sock or other equity interests of any Person or acquire . . . assets of any Person.. . " with
certain spedific exceptions

Joint Protestors argue thet the provison gppearsto give the passve owners veto power over
corporate expangonsin the Southeest to extend the platform of the GridSouth RTO. They contend
thet the March 14 order directed modification of asmilar provison, Section 6.13(b)(iv), which gave
GridSouth Members a veto right over the Board's decision to merge or consolidate with another
entity.3> The March 14 order directed Applicants to revise Section 6.13(b)(iv) to provide that a
Member that is disstisfied with the Board decison must come to the Commisson and afirmaivey
demondrate that the proposed merger or consolidetion would adversdly impact the integrity of its
invesment.® The Joint Protestors ask thet the Commission direct the Applicantsto revise section
6.13(b)(i) inasmilar manner.

We agree that this provison could provide the passve owners with a veto power over
expansonsthat invalve the acquigtion of securities or equity interestsin other entities. Accordingly, we
direct that the GridSouth Board revise Section 6.13(b)(i) conggtent with our direction in the March 14
order, thet apassve owner that is disstisfied with the Board decison must come to the Commisson
and dfirmatively demondrate thet the proposad acquistion would adversdly impact the integrity of its
investment.

e Section 6.14, Directors, Officers and Employees

Applicants initid filing provided thet each GridSouth Director, Officer, agent or employee must
digpose of securitiesin any Member or Market Participant within Sx months of the time of his ffiliation
or employment with GridSouth.>”  In their May 14, 2001 filing, Applicants propose revisions to Section
6.14 of the LLC Agreament to provide that, for Directors, Officers and employee hired prior to the
GridSouth Independence Date, the 9x-month period for digpodition of securities commences onthe
effective date of the GridSouth OATT. A smilar change is made to the definition of "independent
person” in the GridSouth Magter Ddfinition Lig.

Joint Protestors argue thet the proposed changes should be rgected. They note thet if
GridSouth commences operation on the target dete of December 15, 2001, current Directors, Officers
and employees of GridSouth could retain securitiesin Members and Market Participants for over a

SMarch 14 order, 94 FERC a 61,986.

311 response, Applicants deleted Section 6.13(b)(iv) and induded anew Section 4.6(i), which
reflects the Commisson's direction.

37LLC Agreement, Schedule E (Standards of Conduct), Paragraph I1.E.1-3.
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year. They contend that important decisons about the RTO are being made prior to the Independence
Date, and those decisions should be made by fully independent directors and officers.

We deny Joint Protetors protest. In Centrd Hudson Gas & Electric Corporation, gt d., 83
FERC 161,352 a 62,410 (1998), we acogpted asmilar provison that required divestiture within Sx
months of the effective date of the |ISO Taiff. Applicants proposd is conggtent with this precedent.

f. Section 6.21(a), Agreaments with effiliates

TheMarch 14 order directed Applicantsto revise Section 6.21(a) to Sate that GridSouth will
use competitive bidding when sseking to procure goods and sarvices from members or market
paticipants®® In response, they modified the provision to state that GridSouth will use competitive
bidding when seeking to enter into a contract that requires aggregate payments of $50,000 or more,
Joint Protestors request that the Commission rgect the $50,000 limitation, which was not mentioned in
the prior Commisson order.

While we bdieve thet the propased $50,000 limitation istoo high a threshold, we will dlow
GridSouth to file arevisad provison thet setsa$20,000 bid limitation.  Further, to assure thet this
limitation is nat misusad, the GridSouth Board should revise the provison to date thet GridSouth will
use comptitive bidding when seeking to enter into a contract thet requires aggregate payments of
$20,000 or more per Member or Market Participant each year. Also, such contracts should be
reviewed during the mandetory independence audit.

g. Artide XI, Conflicts of interet

Artide XI of the LLC Agreement Sates that no director, officer, agent or employee may
smultaneoudy be adirector, officer or agent of any Member or Market Paticipant. Asnoted by Joint
Protestors, this provision does not prohibit GridSouth personnd from smultaneoudy being an employee
of aMember or Market Participant.  GridSouth should revise Artidle XI to correct this gpparent
oversght. However, wergect Joint Protestors daim that Artide X isinsufficient to ensure
independence of the RTO because it dlows directors and officers to move directly from aMember or
Market Participant to GridSouth. Condstent with Commission palicy, GridSouth may hire former
employees of tranamisson owners or market participants provided thet they satify the independence
sandardsin Applicarts filing, as modified by this order.

3. Opaaing Agreement

March 14 order, 94 FERC at 61,990.
¥Eg, GridFloridaLLC, 94 FERC 161,020 a 61,049 (2001).
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The March 14 order directed Applicants to modify the Operating Agreement to reflect thet
compensation for Operating Agreement Participants by GridSouth must be accomplished by contract,
and not by waiver.*° In response, Applicants revised section 2.09(d) of the Operating Agreement to
date that "prior to Rate Unbundling in ajurigdiction of a Participants Sarvice Teritory, GridSouth shdll
provide, subject to the terms and conditions of the OATT, and subject to a service agreement between
GridSouth and each Participant, Tranamisson Service as necessary for eech Participant to provide
bundled retall dectric servicein such jurisdiction.”

Joint Protestors object thet Applicantsfailed to provide apro foma sarvice agreamant inthe
May 14 Compliance Fling, and request thet the Commission indruct Applicantsto provide such an
Agreement immediatdy. Further, they protest that Applicantsfalled to revise the lagt provison of
Section 2.09(d), which datesthat, after rate unbundling occurs in a participants jurisdiction, “the
unbundled trangmisson component of retall sarvicein that jurisdiction shdl be subject tothe OATT and
tregted in the manner st forth above for wholesdle services™  They argue this provison conflicts with
the Satement of the March 14 order that Operating Agresment participants place the trangmisson
component of their retail service under the GridSouth OATT a the time they begin to take trangmisson
Fvicefromthe RTO.

Wewill nat require Applicants to submit apro foma sarvice agreament a thistime as
requested by Joint Protestors. Rather, condgstent with our concluson regarding the ROAS the
independent GridSouth Board should be respongible for preparing and filing this document. However,
we agree that the last passage of section 2.09(d) isinconsstent with the March 14 order aswel asthe
order on rehearing (or, a best, unnecessarily repetitive) and therefore must be ddeted

Cdpines protest regarding sections 2.06(b), 2.09(a)(iii) and 2.10(a)(i) of the Operating
Agresment do not rdae to the compliance filing and therefore are outside the socope of the current
procesding. Rather, theissuesraised by Cdpine rdlate to provisons of the Operating Agreement thet
Applicants submitted in the origind October 16, 2000 filing, and have not been subsequently revised.
We have explained in numerous orders that we will not congder arguments raised in acompliance
proceeding thet are not regpongve to the quedtion of whether the compliance filing stifiesthe
directives of the Commission in an earlier order*?

“OMarch 14 order, 94 FERC at 61,999.
“IMarch 14 order, 94 FERC at 61,999, on rehearing, 95 FERC a 61,991.

42E g., Wisconsin Public Service Corporation, 81 FERC 161,072 a 61,303 (1997).
Likewise, SVl Sted's protest regarding the digibility of interruptible loads to participate in the ancillary
savices markets and the time line for GridSouth to submit ared-time baancing market proposd are
beyond the scope of this proceeding.
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The Commisson orders

(A) Applicants compliancefiling Docket No. RTO1-74-002 is hereby accepted as discussed
in the body of this order

(B) The GridSouth Board is hereby directed to submit within ninety (90) days of the issuance
of this order revisonsto the GridSouth Open Access Trangmission Taiff, GridSouth Trangmisson
Operating Agreement, and Limited Liability Company Agreement of GridSouth Transoo, LLC, as
discussed in the body of thisorder.

(©) Applicants proposed Rdiability Operating Agreements are hereby reected, as discussed
in the body of this order.

(D) Applicants filing in Docket No. RTO1-74-003 is hereby acoepted, as discussed in the
body of thisorder.

By the Commisson. Commissoner Bregthitt dissented in part with aseparate
Satement attached.
(SEAL)

David P. Boergers,
Seoretary.

APPENDIX A

Alcoa Power Generating Inc. (Alcoa)

American Forest and Pgper Assodation (AR& PA)

Cdpine Eagtern (Cdpine)

Cardlina Utility Cusomers Assodiaion (CUCA)

Dynegy, Inc. (Dynegy)

ElectriCities of North Cardling, Inc., North Carolina Electric Membership Corporation, New
Horizon Electric Cooperative, Inc., Pledmont Municipa Power Agency, and the Cities of
Orangeburg and Seneca, SC (Joint Protestors)

SMII Sed-South Cardling, adivison of Commerdd Metas Company (SMII)

APPENDIX B
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Cdpire

CadinaMunicipd Entities (ElectriCities of North Cardling, Inc., Fledmont Municipa Power Agency,
and the Cities of Orangeburg and Seneca, South Caroling)

Centra Electric Power Cooperdive, Inc. (Central)

Consumer Advocate for the State of South Caralina (SC Consumer Advocete)

GridSouth Applicants

New Horizon Electric Cooperdive, Inc. (NHEC)

North Cardlina Electric Membership Corporation (NCEMC)

South Cardlina Public Service Authority (Santee Cooper)

APPENDIX C

Alcoa



UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

GridSouth Transoo, LLC, &t d. Docket No. RT01-74-002 and
RTO01-74-003

(Issued duly 12, 2001)
Breathitt, Commissoner, dissenting, in pat:

Since the Commission began promating RTOs as ameansto remove barriers and impediments
to wholesdle dedtricity markets, | have been fully committed to the god of implementing RTOs
However, | am dissenting, in part, to express my objections to spedific language in this order and other
RTO orders on today's agenda supporting the creation of four RTOsin the country. | agree with the
mgority's daim that the Commisson has been attempting to fadlitate the deveopment of laige RTOs
reflecting naturd markets snce we issued Order No. 2000. That was our stated god and onethét |
have ectivey pursued. However, today's orders go further by sating that the Commisson "favorsthe
devdopment of one RTO for the Northeast, one RTO for the Midwest, one RTO for the Southeedt, and
one RTO for the Wes." | do not necessaxily favor such deve opment.

When the Commisson ddiberated over how to atain our mutud objective of RTO formation,
we decided to adopt an open collaborative process that rdied on voluntary regiond participation. The
intent was to desgn RTOs S0 thet they could be tailored to the specific nesds of each region. We
specificaly dedined to propose fixed or Soedific regiond boundaries under section 202(a) of the FPA.
Ingtead, we concluded, as amétter of policy, that we would not attempt to draw boundaries, based
upon our conviction that tranamission owners, market participants, and regulatorsin a particular region
have a better undersanding of the dynamics of the tranamisson sysem in thet region, and thet they
should propose the gppropriate scope and regiond configuration of an RTO. We did not spedificdly
endorse one paticular scheme of RTO configuration, but opted instead to establish gppropriate
guiddinesto ad in RTO development. In fact, our regulation requires only that an gppropriate region is
one of sufficent scope and configuration to parmit an RTO to mantan rdiability, effectivdy perform its
required functions, and support effident and non-discriminatory power markets

Today's order represents a dramatic departure from the goproach we pursued in Order No.
2000 to the extent thet it directs the formation of four spedific RTOs. Just as some commentersto our
RTO rulemaking feared, the Magic Markers have come out, and the boundaries are baing drawvn with
little regerd to the satus and timing of RTO formation effortsin various regions of the country. Thiswas
not my intent a the time we issued Order No. 2000; and the events Snce we issued Order No. 2000 do
not compe me to embrace this palicy shift. Parties have spent many hours and countless resourcesin
negatiations, collaborations, and complicated business Srategy sessonsto develop reesonable RTO
goproaches. Theimpact of the mgority's directive that these four RTOs be formed could be to render
these efforts usdess and force parties to begin the difficult and time-consuming process anew. For
example, the Midwest | SO -Alliance sattlement, which the Commission gpproved and which
represented atremendous effort by many parties, could unrave.
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If the mgority beieves that the Commisson should depart from the basic philosophies embodied
in Order No. 2000, then | believe it would be only gppropriateto initiate aforma notice-and-comment
rulemaking proceading S0 thet we could make areasoned decison informed by the views of the
dakeholdersin this process — sate commissons, chief among others

Fndly, | do not adopt the mgority's assartion thet forming larger RTOs will resuilt in lower
wholesale dectricity prices Thisisalaudable god, and assuch, | embraceit. Asagenerd propostion,
Order No. 2000 encouraged the devel opment of large RTOs. However, the promise of lower wholesde
dectricity pricesisonethat |, asafederd offidd, am not willing to make to consumers a thistime.

For these reasons, | repectfully dissent.

Linda K. Bregthitt
Commissone



